Decision making example.
We need to make a choice whether to invest in Stock 1 or 2, put money into bank or keep them at home. But how? • Let X be a random variable representing the monetary outcome with a discrete set of values .
• Expected value of X is:
Intuition: Expected value summarizes all stochastic outcomes into a single quantity.
• Example:
• What is the expected value of the outcome of Stock 1 option? • Let X be a random variable representing the monetary outcome with a discrete set of values .
• Expected value summarizes all stochastic outcomes into a single quantity
Expected value for the outcome of the Stock 1 option is: 
